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Students’ Department
H. P. Baumann, Editor

AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these answers appear in The Journal of Account
ancy should not cause the reader to assume that they are the official answers
of the board of examiners. They represent merely the opinions of the editor
of the Students’ Department.]
Examination in Accounting Theory and Practice—Part II
May 15, 1936, 1:30 P. M. to 6:30 P. M.
Solve problems 1 to 6 and problem 7 or 8.

No. 6 (12 points):
A, B, C and D are partners in the manufacturing and selling of a patent in
vented by D. A lent the partnership $50,000 as his contribution to the organ
ization and took a note for the amount. B was an experienced machinist and
furnished the use of his complete machine shop, valued at $50,000, for the man
ufacture of the article exclusively, together with expert supervision. C gave
his services as sales manager to create and perfect the partnership’s selling
organization. D turned in his patent at an agreed value of $50,000 as his con
tribution to the partnership’s capital. Each partner was to receive one fourth
of the profits. The profits in the first year were $60,000; in the second year
$80,000; in the third year $120,000. At the end of the third year the whole
business was sold for $500,000 cash. A’s note had been paid and the drawings
had been: A, $50,000; B, $60,000; C, $50,000; D, $20,000.
Prepare a statement showing the proper disposition and division of all profits.
No consideration need be given to anything not specifically mentioned in the
problem. Give the reasons for your allocations to the individual partners.
Solution:

The following solution is based upon the assumption that the only asset
turned in to the partnership was the patent (valued at $50,000) belonging to
D. The machine shop belonging to B was not contributed—only its use was
furnished. The advance of A was a loan—not a capital contribution. Hence,
it will be seen in the following statement that the net worth of the partnership
at the time of its sale for $500,000 was:
Capital contributed by D..............................................
$ 50,000
Profits:
1st year.......................................................................... $60,000
2nd year.........................................................................
80,000
3rd year.........................................................................
120,000
260,000

Total..........................................................................
$310,000
Less drawings:
A....................................................................................
$50,000
B........................................................................................
60,000
C........................................................................................
50,000
D.......................................................................................
20,000 180,000
Net worth of partnership at time of sale.................

$130,000

The resulting profit was, therefore, ($500,000—$130,000)

$370,000
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As the profit-and-loss sharing ratio of the partners was one fourth each, the
individual partners should be credited with (25% of $370,000) $92,500.
A, B, C, and D, Partners
Statement of Disposition of Profits
Capital accounts

B

A

C

Net
worth
D
$ 50,000 $ 50,000

Opening capital..........
Profits:
First year................ ... $ 15,000 $ 15,000 $ 15,000 $ 15,000 $ 60,000
20,000
20,000
20,000
80,000
Second year............
20,000
30,000
30,000
30,000
30,000 120,000
Third year..............

Total.................... ... $ 65,000 $ 65,000 $ 65,000 $115,000 $310,000
Less withdrawals........
50,000
60,000
50,000
20,000 180,000

Balance at date of sale. ... $ 15,000 $ 5,000 $ 15,000 $ 95,000 $130,000
92,500
92,500
92,500 370,000
Profit on sale..............
92,500
Balance after sale, showing
disposition of cash re
ceived ........................ $107,500

$197,500 $107,500 $187,500 $500,000

No. 7 (6 points):
An amusement park, operating during the summer months only, sells tickets
to the public, good for admission to its various concessions. The tickets are
not redeemable in cash but at any time after purchase may be used for admis
sion to the concession and are honored even in the following season.
In making an audit of this amusement park at the end of its season you find
that several hundred dollars’ worth of these tickets has not yet been turned in
and is apparently outstanding in the hands of the public.
How would you show this condition on the balance-sheet of the company?
Solution:

In considering the treatment of this condition on the balance-sheet, three
questions arise:
1. Should it appear on the balance-sheet?
2. In what amount should it appear?
3. Where should it appear?
1. Clearly, the outstanding tickets represent an obligation of the company
to furnish certain services when presented at the various concessions. The only
excuse for not mentioning them on the balance-sheet would be the possibility
of their not being presented or the fact that their total amount was insig
nificant in comparison with net income and net assets.
2. In order to ascertain the amount, the auditor should review the past
experience in receiving tickets sold in the preceding year, for if it is decided to
show this matter on the balance-sheet the figure used should be an estimate of
the tickets expected to be redeemed rather than the total amount of tickets
outstanding.
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3. The amount determined should then be shown as a deferred income item,
apart from the current liabilities. Inasmuch as the tickets are not redeemable
in cash and only in services, it is permissible and advisable to show this amount
as deferred income, much as a publishing company would show unearned
magazine subscription income, etc.
No. 8 (6 points):
A loan is made with the proviso that on each interest date a payment shall be
made on account of principal equal in amount to the amount of interest then
paid, this arrangement to continue until the principal is reduced to approxi
mately one half of the original loan, when a new arrangement will be made.
(1) Show by formula the number of payments required under the first ar
rangement.
(2) How many payments would be required to pay off the entire loan under
the first arrangement? Give formula.
Solution:

1. Let x=amount of loan.
i = interest rate.
n = number of payments required to pay loan to balance of approxi
mately .5x.
Since the principal payments are to be equal to the interest payments, if we
regard the balance of principal at any interest date as 1, the payment on princi
pal will be equal to i, and the balance of principal remaining will be (1 —i).
Thus the balance of the loan after the first payment will be x(l —i), and after
the second payment x(l— i) (1 —i), or x(l — i)2. Similarly, the balance after
the nth payment would be x(l —accordingly, the formula may be expressed
as follows:
Or x(1—i)n = .5x
(1—i)n= .5
This formula may be solved for n by the use of logarithms; that is,
Log .5
Log(l-i)
2. It would not be possible to pay off the loan by such payments (unless the
rate of interest were 100%), because the payments would always be a percent
age of the balance, and there would always be an unpaid percentage of the
balance remaining.

MINORITY INTERESTS IN CONSOLIDATED STATEMENTS
Editor, The Journal of Accountancy.

Sir: Will someone of your staff be so kind as to give us the best possible solu
tion of the attached problem?
I feel this problem would be of interest to many students, as it has been for
many of us in Montreal, and we would certainly appreciate its publication and
solution in The Journal of Accountancy at your convenience.
Yours truly,
R. D.,
Montreal, Canada
Assets and liabilities of A, B, C are given as at December 31, 1928.
A = Holding company.
B = Subsidiary co.; 100% common and 50% preferred held by A.
C = Affiliated co.; 95% held by B, balance held by other shareholders.
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On January 1, 1928, A acquired shares of B.
On January 1, 1928, B acquired shares of C.
On July
1, 1928, Co. A issued 10,000 common shares; B acquired 5,000 of
these shares at $150.00.
Required: Consolidated balance-sheet (after eliminating intercompany items),
showing minority interests of Company C.
Company A—Balance-sheet as at December 31, 1928
Land and buildings................................................... $1,000,000
Plant and equipment................................................
1,550,000
Goodwill.....................................................................
750,000
Investments:
500 preferred shares in B..................................
50,000
20,000 common shares in B..................................
500,000
Advances to B.......................................................
1,000,000
Inventories.................................................................
400,000
Notes receivable........................................................
275,000
Bonds, 5½%, 1934, par............................................
350,000
Cash...........................................................................
46,000
Reserve for depreciation...........................................
$ 500,000
5,000 preferred 7% cumulative, non-participating,
$100 par value....................................................
500,000
25,000 common shares, $100 par value....................
2,500,000
Bonds, 1964, 5%.......................................................
1,500,000
Accounts payable, etc................................................
350,000
General reserve (including $250,000 premium on
shares of B)............................................................
500,000
Surplus: balance
January 1, 1928................ $135,750
Add:
Interest charged in 1928
to B...........................
26,010
Profit on goods sold B....
34,240 $196,000

Deduct:
Loss on outside operations,
including interest on
obligations................

95,000

$101,000

Dividends on preferred,
1928..........................

71,000

30,000
$5,921,000

N. B.: Notes of Co. B under discount = $110,000
In guarantee: bonds of Co. B= $750,000
Company B—Balance-sheet December 31, 1928
Land and buildings................................................... $ 100,000
Plant and equipment................................................
457,500
Goodwill.......... ..........................................................
100,000
Investments:
5,000 common shares A, at cost.........................
750,000
28,500 common shares C, at cost.........................
712,500
Inventories (including $205,440 goods bought from
A on which 20% profit has been realized by A)...
515,000
Accounts receivable...................................................
174,000
Cash...........................................................................
21,000
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Deficit: Credit balance profit-and-loss
$ 20,000
January 1, 1928.....................
85,500
Add—dividends 1928 from C..........
Deduct—loss on operations 1928,
including interest on bonds and
120,000 $ 14,500
other interest.............................
Reserve for depreciation...........................................
1,000—7% cumulative, non-participating $100
par value.....................................................
20,000 common, no par value...................................
Bonds 5%, 1954........................................................
Loan from A..............................................................
Notes payable A........................................................
Accounts payable......................................................

$

100,000
100,000
500,000
750,000
1,000,000
325,000*
69,500

$2,844,500 $2,844,500
N. B.: * Co. A has $215,000 of these notes and has discounted $110,000 of
them.
Company C—Balance-sheet December 31, 1928
Land and building.............................................................. $568,000
Inventories..........................................................................
164,000
Bonds, 5½%, 1934.............................................................
94,000
Cash......................
1,730
Reserve for depreciation....................................................
$100,000
30,000 common, no par value............................................
600,000
Notes payable to A............................................................
60,000
Surplus: January 1, 1928................................. $150,000
Add—profit on operations for 1928............
7,730
Deduct—dividends paid, 1928....................
90,000
67,730
$827,730 $827,730
Solution:

Journal Entries—Adjustments and Eliminations
December 31, 1928
(1)
Loan from A.................................................... $1,000,000.00
$1,000,000.00
Advances to B..........................................
To eliminate intercompany loans.
(2)
Notes receivable..............................................
110,000.00
110,000.00
Notes payable...........................................
To record notes receivable discounted.
The notes receivable of Company B which
were discounted are shown as notes payable
in the consolidated balance-sheet, as these
notes, in effect, are notes payable to out
siders from the viewpoint of the consolida
tion.
(3)
Notes payable—A............................................
385,000.00
385,000.00
Notes receivable.......................................
To eliminate intercompany notes.
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(4)
Surplus—intercompany interest...................... $
Profit and loss for the year..................
To eliminate interest received by Company
A from Company B.
(5)
Intercompany profit.......................................
Reserve for intercompany profit on in
ventories ............................................
To reserve for the intercompany profit in in
ventory of Company B.
(6)
Capital stock—common (Company B)..........
Surplus.............................................................
Goodwill....................................................
Investment in common stock of Company
B.............. ............................................
To eliminate investment of Company A in
the common stock of Company B.
It will be noted that the book value of
Company B at the date of acquisition of the
100% interest by Company A was $520,000
and that the purchase price of the stock was
$500,000. The excess of $20,000 is cred
ited to the stated goodwill of $100,000 on
the books of Company B. If there were no
stated goodwill on Company B’s books, I
would have shown the credit of $20,000
(often referred to as “negative goodwill”) as
surplus arising through consolidation in the
net worth section of the consolidated bal
ance-sheet.
(7)
Capital stock—preferred (Company B).........
Investment in preferred stock of Company
B........................................................
To eliminate investment of Company A in
preferred stock of Company B.
(8)
Surplus—intercompany dividends..................
Profit and loss for the year...................
To eliminate dividends received by Com
pany B from Company C.
(9)
Capital stock—common (Company C)..........
Surplus..............................................................
Investment in common stock—Company
C........................................................
Minority interest in common stock........
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26,010.00
$ 26,010.00

34,240.00
34,240.00

500,000.00
20,000.00

20,000.00
500,000.00

50,000.00
50,000.00

85,500.00
85,500.00

600,000.00
150,000.00
712,500.00
30,000.00
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Minority interest in surplus................
To eliminate investment of Company B in
95% of the common stock of Company C
and to set up the minority in the common
stock and surplus of Company C.

$

(10)
Minority interest in surplus............................
$ 4,500.00
Dividends paid.........................................
To eliminate dividends paid by Company C
to minority stockholders.
(11)
Profit and loss for the year.............................
386.50
Minority interest in surplus................
To eliminate minority interest in the earn
ings of Company C for the year 1928.

(12)
General reserve................................................
Premium on common stock.....................
To set out the premium on common stock of
Company A purchased by Company B.

7,500.00

4,500.00

386.50

250,000.00
250,000.00

(13) .
Treasury stock—common (at cost)................
750,000.00
Investment in common stock of Company
A............................................................
750,000.00
To eliminate investment of Company B in
the common stock of Company A.
Notes: In this solution it is assumed that:
(1) Dividends on all preferred stock issues were paid in full to January 1,
1928.
(2) The preferred shares outstanding at December 31, 1928, represent,
also, the shares outstanding at the beginning of the year.
(3) The 5,000 shares of common stock of Company A which were ac
quired by Company B were purchased from Company A.
(4) The parenthetical comment opposite the general reserve account in
the balance-sheet of Company A refers to the premium of $50 per
share paid by Company B in the acquisition of the 5,000 shares of
common stock of Company A.
It will be noted that inasmuch as Company B had a deficit of $14,500 at
December 31, 1928, no allocation for unpaid cumulative dividends on the
preferred stock was made.
Further, while the sum of only $30,000 in dividends was paid during the
year 1928 on the $500,000 of 7% preferred stock of Company A, the unpaid
cumulative balance of $5,000 has no bearing upon the solution. If this unpaid
balance had been declared by the directors (which was not stated in the prob
lem), it should be set up as a current liability with a corresponding charge to
surplus account.
Because of lack of information, the investment in bonds is not treated as a
current asset in the balance-sheet.
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Credit

(13) $ 750,000.00

Debit

350,000.00
46,000.00

275,000.00

400,000.00

(13)

(9)

(2)

(5)
(3)

712,500.00

94,000.00
1,730.00

110,000.00

750,000.00

21,000.00

174,000.00

(2)

50,000.00

20,000.00

Credit

712,500.00

750,000.00

110,000.00

34,240.00
385,000.00

500,000.00
1,000,000.00

(6) $

(6)
(1)

164,000.00

$568,000.00

Debit

(7)

Credit

50,000.00

515,000.00

457,500.00
100,000.00

$ 100,000.00

Debit

500,000.00
1,000,000.00

$1,000,000.00
1,550,000.00
750,000.00

A (at cost) ........
28,500 common shares,
C (at cost) ........

Cash
5,000 common shares,

(at par).............

,

Notes receivable.......
Notes receivable dis
counted .............
Bonds—5½ % 1934

Reserve for intercom
pany profit in in

shares in B..
Advances to B ..........
Treasury stock —
Common (at par). .

20,000 common

500 preferred shares
in B ...........

Goodwill..................

Land and buildings...
Plant and equipment.

Credit

Company A

Debit

Company A and Subsidiary Companies
Consolidated working papers—December 31, 1928
Company B
Company C
Adjustments and eliminations

444,000.00
68,730.00

174,000.00

750,000.00
1,079,000.00

$1,668,000.00
2,007,500.00
830,000.00

$

110,000.00

34,240.00

Credit

Consolidated

Debit
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....

Dividends paid

the year......

Surplus:
Balance, January 1.
Intercompany in
terest ..........
Intercompany profit
Intercompany divi
dends ..........
Profit-and-loss for

stock..................

....

....
....

Reserve for deprecia
tion ...................
Capital stock:
5,000 shares pre
ferred—7% cum.
25,000 shares com
mon—$100 par..
1,000 shares pre
ferred—7% cum.
20,000 shares com
mon—no par
30,000 shares com
mon—no par
Bonds—1964,5%....
Bonds—1954,5%....
Accounts payable
Loan from A ............
General reserve.........
Premium on common

Surplus.........
Notes payable A ......

Minority interest in
common stock...
Minority interest in

26,010.00
34,240.00

135,750.00

500,000.00

350,000.00

1,500,000.00

120,000.00

85,500.00

20,000.00

750.000.00
69,500.00
1,000,000.00

500,000.00

90,000.00

(6)

50,000.00

600,000.00

500,000.00

7,730.00( 5)

8)

(4)
(5)

(9)
150,000.00 (6)

$3,965,636.50

386.50

85,500.00

26,010.00
34,240.00

150,000.00
20,000.00

(1) 1,000,000.00
(12)

600,000.00 (9)

$6,046,000.00 $6,046,000.00 $2,950,000.00 $2,950,000.00 $917,730.00 $917,730.00

30,000.00

95,000.00

(7)

(12)

250,000.00

30,000.00
386.50
7,500.00 )

Credit

181,646.50

700,000.00

3,386.50(M)

30,000.00(M)

Credit

Consolidated

Debit

(4)
(10)
(8)

$3,965,636.50

26,010.00
4,500.00
85,500.00

30,000.00
$7,232,876.50 $7,232,876.50

135,750.00

250,000.00

250,000.00250,000.00

1,500,000.00
750,000.00
419 500 00

50,000.00(M)

500,000.00

100,000.00

(9)
(10)
4,500.00 (9)
385,000.00

Debit

Adjustments and eliminations

2,500,000.00

100,000.00

(10)
$ 60,000.00 (3)

Credit

Company C

Debit

500,000.00

100,000.00

$ 325,000.00

Credit

Company B

Debit

2,500,000.00

$ 500,000.00

Credit

Company A

Debit
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830,000.00

50,000.00
30,000.00
3,386.50

250,000.00
250,000.00

75,896.50*

Less—5,000 shares of preferred stock of Co. A, held by
Co. B—at cost.........................................................

750,000.00

Total...................................................................... $3,424,103.50

Deduct:
Loss for the year............... $181,646.50
Dividends paid.................
30,000.00 211,646.50

Surplus: (deficit *)
Balance, January 1, 1928......................... $135,750.00

Total...................................................................... $3,500,000.00

Premium on preferred stock.............................................
General reserve...............................................................

Total...................................................................... $3,000,000.00

Issued,25,000shares................................................. 2,500,000.00

Preferred stock, $100 par value—5,000 shares.............. $ 500,000.00
Common stock, $100 par value:

Net worth:

Minority Interest:
Preferredstock, $100 par value—500shares...................... $
Common stock, no par value—1,500 shares....................
Surplus............................................................................

Notes: No provision has been made in the balance-sheet for accumulated dividends on preferredstocks outstanding in hands of public.
The Company B bonds are guaranteed by Company A.

$5,536,990.00

700,000.00 2,975,500.00

Goodwill...........................................................................

444,000.00

Less reserve for depreciation.............................................

Total............................................................................... $3,675,500.00

Fixed Assets:
Plant and equipment.......................................................... $1,668,000.00
Land and buildings........................................................... 2,007,500.00

Bonds—5½ %, 1934 ..............................................................

Fixed Liabilities—Bonds Payable:
5%, 1954—Company B ................................................... $ 750,000.00
5%, 1964—Company A ................................................... 1,500,000.00

2,674,103.50

83,386.50

2,250,000.00

529,500.00

$5,536,990.00

Liabilities and net worth
Current Liabilities:
Accounts payable................................................................ $419,500.00
Notes payable.................................................................
110,000.00 $

Company A and Subsidiaries
Consolidated balance-sheet—December 31, 1928

Cash................................................................................. $ 68,730.00
Accounts receivable...........................................................
174,000.00
Inventories...................................... $1,079,000.00
Less reserve for intercompany profit in in
ventories............................................
34,240.00 1,044760.00 $1,287,490.00

Current Assets:

Assets
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